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On Aug. 11, a government auction to sell off Paraguay's state airline (Lineas Aereas Paraguayas,
LAP) was unexpectedly suspended after the courts accepted a judicial appeal by a domestic pilots'
association that challenged the legality of some of the terms of privatization drawn up by the
government. In particular, the pilots who are connected to the domestic cargo airline Cargosur
charge that the government privatization plan proposes to grant the airline's new owners a virtual
monopoly over strategic international and domestic air routes, which would allegedly violate the
constitution. Since the beginning of 1994, President Juan Carlos Wasmosy's administration has
fought an uphill battle to sell off LAP, which the government says is virtually bankrupt. According to
state officials, LAP has been losing about US$1 million per month since mid-1993, and the company
is strapped to about US$40 million in outstanding debt, encouraging the government to push for the
firm's privatization rather than attempt to bail it out of bankruptcy.
Nevertheless, opposition politicians and labor groups blocked the airline's sale for months, since the
executive must first receive legislative approval before privatizing any state firm. In April, following
weeks of heated debate, congress finally approved LAP's sale, although opposition parties vowed to
oppose any other privatization deals this year (see Chronicle, 04/21/94). With the legislative battle
won, the government authorized Paraguay's Privatization Council (Consejo de Privatizaciones) to
carry out a three-month review of the company's total debts and assets to determine a fair base price
for the airline, and set the terms of privatization. Then, in early July, the government finally accepted
preliminary offers for the airline from three competing bidders, and announced that it would hold
the final auction at the end of the month.
The three interested investor groups included a consortium of Ecuadoran and Paraguayan
businesses headed by Ecuador's private airline SAETA (Sociedad Ecuatoriana de Transportes
Aereos); a second consortium lead by the Brazilian airline Viacao Aerea de Sao Paulo (VASP), which
also includes some Paraguayan partners; and a third group of Paraguayan investors headed by the
firm Sady Bazan y Asociados. Nevertheless, in late July the government decided to postpone the
auction for 15 days to allow the competing bidders to restructure and improve their offers, given that
little difference existed in the amount offered or the terms proposed by each of the investors. In fact,
all three bidders had offered to buy LAP at below US$20 million, even though the government had
originally set the base price for the airline at US$24.3 million. Consequently, when the government
postponed the auction in July, it simultaneously lowered its base price to US$19.4 million, hoping to
provide incentive to the potential buyers to offer more competitive bids.
According to officials, the decision to postpone the auction did encourage the participants to
restructure their proposals, although the details of the new offers were not made pubic, since
the final bids are supposed to remain confidential until the day of the auction. Apparently, the
consortium headed by SAETA which dubbed its new investor group "Skies of America" (Cielos de
America) substantially modified its bid, making it a favorite in the auction. According to SAETA
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president Roberto Dunn, the effort to acquire LAP forms part of an aggressive plan for expansion
into South America. SAETA hopes to take advantage of the new free trade agreements under
negotiation in the Southern Cone by becoming one of South America's principal passenger and
cargo airlines serving the region.
With the bids restructured, the government reset the auction date for Aug. 11. But on the morning
of the sale as investors and state officials gathered to observe the opening of the bidding envelopes
the Privatization Council in charge of the meeting unexpectedly received a court order to suspend
the event to allow a local pilots' union time to present its objections to the sale in a special judicial
hearing. According to the pilots' association, the terms of privatization set by the government
explicitly call for granting the winning bidder a 10-year monopoly over key international and
domestic routes, including air service to the most frequently visited foreign and national cities.
LAP, in fact, will retain its status as a "national airline" during the 10-year period giving it the right
to fly all domestic routes despite the leading participation of foreign airlines in two of the consortia
participating in the auction. The pilots argue that the constitution explicitly prohibits state protection
for monopolies run by the private sector, making the proposed terms unconstitutional. Indeed, the
Privatization Council deliberately included the clauses regarding monopoly control over air routes
as an essential magnet to attract potential bidders. By themselves, LAP's total fixed assets are worth
much less than the US$19.4 million base price that the government is demanding for the company,
making the right to operate without competition for 10 years a central incentive for investors. The
government, however, accuses the pilots' association of simply acting as a front for the domestic
airline Cargosur, since many of the pilots are connected to that company, and the firm stands to lose
more business than other airlines if LAP is sold under the present terms.
For years, Cargosur has been servicing domestic routes held by LAP without competition from any
other commercial airline. LAP leased the rights to those routes to Cargosur because the state airline
was financially unable to provide the service itself. According to the president of the Privatization
Council, Jose Espinola, the government hopes to immediately dissolve the contracts that leased out
LAP's air routes in an attempt to undercut Cargosur's incentive to fight the privatization deal. "I can
assure the public that this sale will be clean and transparent, despite the efforts of unscrupulous
entrepreneurs who don't even care if they stab Paraguayan citizens in the back just to make a few
bucks," said Espinola. Nevertheless, it remains to be seen if the government can legally dissolve its
contracts with Cargosur without substantial advance notice.
In any case, even the participants in the auction now expect that the LAP sale will be postponed
for weeks, if not months, since the appeal process by the pilots' association will likely be tedious
and slow. "As bidders in the auction, we are just simply spectators in the judicial process," said
Jose Schallen, who represents the Brazilian airline VASP. "We just hope that the government's
privatization plans will be allowed to move forward, and that the final terms of sale rest fully within
the confines of the law."
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